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PLANWING CAPITAL VCRK IN THE USSR

B. Smekhowv

Increased material rasour:e: and technical progress have made possible
the initiation of large-ecale coastrustion projects in the postwar era which
are unprecedented i their s:sle, technological design, and speediness of com-
pletion.

Under the present-day %-mno of construction, the problems of dzcreasing
corts and sp2eding up consiruction have assumed special significance., Never-
theless, a perious lag exists in the field of capital construction, in eco-
nomic orgatizstion and planning.

Bulganip, in Ris report on the 3i@ anniversary of the October Revolution,
pointed out that in contrast to rndustrial production, where the net cost of :
proiuction has decreased with 1+s development, the operating costs of con- © e
struction, despite the increased volume of capital comstruction, continue to :
remein excessively high. Serious deficiencies 1in planning, unnecessary wvaste,
and inefficient practices result in higr construction costs., Materisl and
uonetary resources are dispersed among many proiects, causing delays in con-
struction and in taking 1utc operation of unew productive forces y thereby in-
creesing the volume of urfinished construction.

To correct this comdition, the Council of Ministers USSR decided to re-
duce estimated conetrustion costs by an average of 25 percent, 85 of 1 July
1950, by eiilminating all i essive expenditures in planning and estimates,
decreasing the cost of comstruction and installation work, and reducing
wholesale prices of meterials, equipment, and transportetion charges. The
State Committee for Construction Affairs under the Council of Ministers USSR
o was created to enforce these regulstious.

I% must be emphasized that the plan for capital construction exerts a
strong influence on the long-term development of the rest of the economy. If
current peeds of the economy basically cen be met by the existing fund of
fixed capital, an Future evier~‘~n nf the scale of production eny changes
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in the allocation of products betveen different branches, or any signifi~ant . i
shift in the distribution of productive forces throughout the country wiil !; "
depend Primarily on the construction program.

All the components of the national economic plan are closely inter-
related. The coordination of the capital work plan with other components of
the national economic plan is accomplished along the following basic lines:

1. The capital work plan serves as a besis for any long-range plan which
provides for an increase in production by increasing the productive capacity,
and it is linked %o the annuel production program to the extent to which the
progran depends on new productive forces to be taken into operation within
the current year.

2. The capital work plan also serves as a basis for augmenting the fixed
assets allotted for education, public health, and the arts, as well as for
government and defense.

3. The capital work plan determines the distribution of productive forces
in economic regions and union republics with the aim of developing the pre-
viously lagging regions,curtailing and eliminating inefficient and counter-
bhauled shipments, ana strengthening th» defensive potential of the country.

4. The capital work plan itself must be worked out on the basis of
availeble laber,material, and financial resources.

5. The lirk between the capital work plan and the over-all national
economic plan is pest expressed in terams of the national income. The national
income is divided into consumption, accumulaticn, and reserve. The basis of ac~
cumulation is the growth of fixed assets. Consequently, the determination of
the best possible proportionment of national income between consumption, ac-
cumulation, and reserve i: clcsely tied in with the determination of the ex-
tent of capital work itself. To insure the necessary coordination between the
capital work plan and all tns sther components of the national economic plan,
it is expedient to divide the plan of capital work into several parts. A com-
Prehensive system of indices has been established for this purpose.

The total volume of capital investment is divided by separate branches
of the socialized economy as wall as by investments of cooperative orgen-
izations, kolkhozes, and inlividuals.

The capital work plun is then subdivided further by ministries and ad-
ministraticens. In addition, an individual branch plan must also be drawn up.
The structure of capital investments on the branch level differs from that of
the administrative level. The total volume of investments is determined for
each branch regardless of the administrative Jurisdiction. For example,
capltal investments in such branches as electric power stetions will be sig-
nificantly larger than the capital investments for the Ministry of Electric
Power Statione inasmuch as the construction of electric power stations is not
cerried out solely by this ministry.

Th structure of the capital work plan on the branch level proves to
be o1 particular significance in the analysis and coordination of the capital
work plan wicn other basic economiz and politieal tasks.

The fundamental problems of = given pericd determine the emphasis that is
placed on the particular branches of the economy in the over-all national eco-
nomic plan. Investments in industrial construciion constituted 63 percent of
the totel volume of capital work in 1946 - 1950 as compared with 47-48 percent
in the prewar periocd. Investments in rail transport comprised 16 percent in
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1946 - 1950 ag compared with 12 percent before the war. The wost important ik
changes in the national economic rroportions come about Just thiough such (RS
changes 1n the branch structure of cepital work.

Indices of the volume of capital investments are supplemented by ed-
ditional indices which shov the completed capital construction for the given
plan year, hemely, the taking into operation of new fixed assets and pro-
ductive forces according to branches and ministries. Thege indices, being
coordinated with the national reguirements for further development of the o=
ductive capacity, ars ths determinants for the over-all plan of capital werk.

Any changes in the volume of new construction specified in the total in-
ves' ‘ent plan will have a direct bearing on the time of completion and the
cost of construction as well A5 o6 *he coordination of the capital work plan
with the over-all technieal plan. In some cases, rather than constrict new
enterprises, it is more advantageous to expand to the maximum the existing
enterprises. The plan for allocation of productive forces di, cers according
to the volume of the new construction in the Plan of capital work. Conse-
quently, in Planning capital work, the division cf the total volume of capital
“work on the mational or brance level into new construction, reconstruction,
and expen.ion is of primary importance.

The total volume cf capital work, either on a national scale or by in-
dividual branches, is further subdivided into capital investments whic’. are
compieted and thoze not completed during the current year. This division of
investments is of great importance to the development of the current pro-
duction plan inasmuch =s completed capi*al work opens possibilities of piacing
additional productive forcas into operation within the current year. On the
other hand, the volume of unfinished capital work influences future operations,
since the volume of initiatesd work must be correlated to the plan of in-
creasing the productive capreity in the following period.

Plenning capital work according to stages of completion is important in
overcoming the dispersion »f Tesouries, in concentrating on the most urgent
projects, and in coordinating the current and long-range plans.

From the standpoint of consrruction Tequirements, the plan of capital
investmerts is divides into certuin busic lines such as construction and in-
stallation work, cost of equipment, and other expenditures.

The single category construct wnardir~*~1aztion vork, inturn is subdivided
into two components ‘ construc tion work and installaticnwork.Construction and in-
stullation work comprises approximately 60 percent of all capital investment
in the economy. This figure, however, may fluctuate considerably according
to individual branches, and mey be influenced by changes in the type of con-
struction, price changes, etc.

Investments allocated for equipment are subdivided according to equipment
requiring installation and unmounted equipment. Equipnent requiring instal-
lation is intended for the construction of enterprises, mines, road, etc.
Unmounted equipmert is nct related to the construction of specific objectives.

capital work, of which approximately two thirds is equipment that does not re-
quire installation, such as locomotives, relling stock, watercraft. auto-
mobiles, tractors, and other agricultural miachinery.

"Qther expenditures" of capatal construction cover such activities -as
drilling and geological prospecting, training and maintenance of personnel
for enterprises under corstruction, end expenditures incurred in drainage of
land and transfer of the populatio: from Land designated for construction.
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As or 195,, planning and research work, formerly covered by "other ex- .
Penditures,” will be financed from the state bucget, apart from the capital P
work plan. This ig expected to promote economy in planning and research and :

exercised in planning, rather than be based on increases in the cost estimates !
88 had been the practice previously.

Capital investments are subdivided further into above-limit and below-
linit capital investments.

Above-limit capitcl investments include all construction projects which
are individually approved by the government ani are listed in the title 1ist.
As of 193k, specified limits op the estimated cost of construction differ-
entiated by branches were established by the government for all construction
work included in the state plen. If the estimated cost of a construction
project of a givenministry is equal to or exceeds the 1limit, then the con-
struction project is sub ject to government approval in a list of titles which
is presented together with all other projects of the national economic plan. <‘
Other construction projects are approved by the ministry, provided their es-
timated cost 1s below the limit.

"Above-1imit" invesiments then ere listed sepmrately by titles in the
national plan. The titie 1ist specifies the amount and the date of the
actual taking into operation of new capacities and fixed assets, the location
of new constructions, concentration of resources or projects already under
construction, and initiation of capttal work by individual projects.

"Below-1imit" investments, a.though not approved by title in the pational
economic plan, must neverthsless be thoroughly substantiated. The plan for
below-limit conmstruction is worked out. in conformance with such aims as the
existing enterprises and shopg, and the creation of new enterprises, electric
power stations, residential houses, public health institutions, livestock
shelters, etc., as well as for unmounted equipment.

regions and union republics

The capital work plan is constructed to meet the needs of the national
economy. For purposes of coordination, a balance sheet of productive
capacity is drawn up showling the availability of produstive capacities at the
beginning of the plan year, as well as calculations for the optimz uti- ‘
lization of these productive capacities and their expected grovth in the en-
suing period.

. In drawing up the balance sheet of production, notice should be taken of
all the available mesns of increasing production through better utilizetion of
existing resources.

The follewing is an example of the balance sheet of productive capacity
for cement. The initial given data includes:

1. Production in “he current year -- 9 million tons; plannec production
for the following year -- 12 million tons.

2. Productive capacity as of 1 January of the current year equals 11

millicn tons per year; additional productive capacity to be taken into oper-
ation during the current Year equale 3 rillion tons.

- h .
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3- No productive caparit
or plan year,

¥ will be taken out of operation in the current

!
L. New plants taken into

operation in both the current and the plan year i
Will operate only 4 months out of the calendar year.

5. (See appended Tanl,

e 1 showing a summary of such & balance sheet).

Improvements in the coefficient of utilization of productive capacity

are attained on the basic of technical progress » invention, rationalization,
and competition. This vermits the inc

creased tempo of production with a sigrif-
icantly smaller rate of introd In the example ~‘ven

1y 5 percent 1or
yeer requires additional new capacity of
an output which otherwise would have required

only 3 million tons to attain
new capacity of 6 million iops

The balance sheets of productive capacities drawn up according to pro-

sis for the over-all plan of capital work and for

ion and production plans. Hence, improvements in the

hese balance sheets is contingent upon two factors: *

1. Accurate determination or Productive capacity.

2. More efficient rlanning of coefficients for utilization of capacities
and &8 tablishment of improved progressive normg for utilizution of equipment.

The titie 1ist represents one of the mest important components of the
capital work plan, The title lists enumerate all the above-limit constrrc-
tions together with 4 ices established for each individual
project. The following information ig

: 0 16 included in the 1ist {items 5, 6, 7,
er the general heading ":omplete_d up to 1 January of the
Plan Year From the Beginning of the Construct

ion." Ttems 9, 10, 11, and 12
Yall under the heading "Plan Tyo- )

- Name and location of cons

struction
- Year of commen:ement and year of completion of construction
. Planned capacity of the project

« Estimated cost of the Project under construction

the preceding plan year
- Putting productive capacities inte operation

« Putting fixed assets into operation :
9. Volume or capital work according to estimated cost
10. Putting productive capacities into operaticr 1
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=
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1l. Putting fixed assets into operation

12. Period of taking into operation (in quarters)
13. Technical documents, when and by whom epproved
14, organization ccnducting the construction

ﬁ
The presentation of plarning estimates is mundatory for inclusion of any

new construction in the title list. The government prohiblis the fipnancing
and inclusion in the construction plan of projects lacking such documentation.
The planning estimates for construction which is to be included in the title
list in the following year should be prepared in the current year. Planning
estimates consist of three basic elements corresponding to the particular
phase of planning:

1. The project assignmant and its financial estimate.

-5 -
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2. The technical plen and its general estimite.

3. Blueprints which are used directly at the construction site.

The project assignment includes all basic elements which describe the
future project: fioor plen, type of production of the future enterprise, pro-
ductive capacity, production relationship of the enterprise under construction
with other enterprises and brunches of the economy, sourcec of raw material
and furl, methods and means ¢’ waver and power supply, basic types of build-
ings and equirment, construction or residential housing, and the time lipit
for construction and the order of rriority.

Construction prejects whick lack a project assignment may not be included
in the title 1list. Construction projects having a project assignment but lack-
ing & technical plan may stil! be listed, but work on such a project during
the plan year may consist only of preliminary work, such as the acquisition of
land, necessary construction equipment and means of transport, the Procure-
ment of construction materials, construction of approaches to the construction
site, and quarrying.

At present, project assignments and financial estimates for construction
the cost of which exceede the limits established by the governuent have to be
approved by the Council of Ministers USSR, Project assignments and estimates ,
of other above-limit constructions are epproved by ministries and departments.
Technical plans and estimates are approved by ministries, with the exception
of large-scale projects and new branches of industry which are independent of
cost considerations; their technical plans are approved by the Council of
Ministers USSR. The State Construction Office (Gosstroy) has an important
role in the preparation of accurste plans and estimates.

Determination of cost and the utilization of available reserves so as to
decrease coetl is of Primary importance, The tases for estimating the cost of
capital investment for each Project in the current year are the approved fi- 4
nencial estimates, the estimates of alrewdy utilized funds in cases of con-
struction carried over from the preceding year, and the completion date. The
volume of above-limit capital lovestment, totaled by indiridual ministries
and for the national ‘economy as a whole, 15 determined in this wanner. To
this rust be ndded the estimates and the basic direction of below-limit con-
struction. The sum total of both the above-limit and the below-limit con-
struction will make up the total velume of nationnl capital investments.

The difference between capital investments and fixed assets taken into
operation, minus investment outlays that do not increase fixed assets » such as
edministrative expenditures and expenditures incurred in the training of per- I
sonnel etc., comprises the increase in the amount of unfinished capital work.

The estimated cost of the toial volume of capital work is composed of the
ectimated cost of listed zbove-limit construction, the estimated cost of below—
limit construction, and tne cost of unmounied equipment . !

The technical plan specifies ths technical aspects and characteristics .
of various construction projects orn the basis of which the actual construction
is determined. The estimate is derived from the technical plan, the "in-
creased norm estimates" {uk upnyennye smetnye normy), and spproved price lists.

The increased nornm astimates, which are included in the basic estimates,
were appreved by the government at the end of 1937 and have not been revised
since. Mresently, new increased norm estimates are beirg worked out which
take into account all changes in the construction technology that have oc-
curred during this period. The increased norms and unit price calculations
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Tor a given project are determines ou the basis of the technical plan. These
vnit caleulationg Tepresent calculations of the estimated cost of each con- !
struction operation based on the approved norms and prices.

neering design of the project in question. The latter also regulates the
volure of earthvork, foundation » number and type of scaffolding, etc., that
80 into the construction of a project. Inp addition, the cost estinate is also
determined by the established increased norm estimates for expenditure of ma-
terials, mAnpower, and construction machinery. wage norms, cost of materials,
and transport also bave a bearing on the final cost estimte.

A1l excesses, such as overextending the plant area and cemmunications,
dispersing of shops, and unnecessarily large Buxiliary buildings and struc-~
tures, as well as all other unjustified increases in the quantity and capacity
of auxiliary equipment etc. » must be eliminated from the plan.

Serious efforts also must be made to use mechanized brocesses in con-
struction and installation work, to utilize construction machinery, to elim-
inate 443e equipment ang wasteful use of materisls at construction sites,
and to accelergte the turnover of wecrking capital in construction work. The
introduction of industrial methods in construction consisting of extensive
use of construction perts and large-scale assembly work at the construction
site have special significance in cutting construction costs. Elimination
of excessively high norms for wager meterials, and transport will also pro-
mote economy.

In construction planning, much depends on the correct formulation of the
title list which is to be included in the state plan, and on the correct al-

o location of the total volume of inveg tments among the individual construction
projects. Dispersing material a4nd finencial means among many different Poj-
ects delays their completion ang placement into operation, thus increasing
the amount of unfinished construction which has to be carried over to the
next year. Conaequently, first priority sheuld pe givern, both in the ovel-gll
national plan and in the title lists of various ministries, to the above-limit
and to the below-limit Projects already under conztruction.

In addition to the construction cost estimates, the national economic plan
contains the actual construction cost for a given plan year together with the
requirements for future cost reductions in the construction ang installation
work &8s compared with the estimated cost . Thus, the first postwar Five-Year
Plan was approved in 1945 estimated costs . Bovwever, the law of the poetwar
Five-Year Plsn required the lowering of the construction and installation
cost by 12 percent as compared to the estimated 1945 costs. The national eco-
nomic plan for 1951 specifies lowering the construction and installation cost
by an additional 3 percent as againet the estimated cost established ag of 1
July 1950.

The difference between the estimated and the actual planned cost of con-
struction shows Up in the rate of Profit of the contracting organization. In
constructions conducted directly by an econumic organization itself and for
its own use, the difference between the estimated cost and the actual planned
cost shows up as decreased expenditures in the balance sheet of income and ex-
renditures of that particular economic organization.

The capital investment program mekes large requirements on other branches
of the ecomomy. Therefore it is necessary that the volume of investments be
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The problem of correctly coordinating the capital work rlaa with the fi-
nanciel plan is closely linked to the problem of deciding on the optimum corre-

lation between coneumption, accumulatior, and reserves for the year of the
plan.

In the material balances such as those of rolled iron, cement, wood, and
other construction materials, the construction requirements are determined bv
the basic volume of construct’:a and installation work of each ministry anc
the expenditure norm per one million rubles of construction and installatinn
work. The most important projects already under construction have first pri-
ority in obtaining sipplies of construction materials and equipment. The de-
livery of materials and 2quipment must &lso be scheduled 80 a8 to speed up the
completion date of the most important projects.

R The norms for material expenditures must be derived from the best indices
which have been attained on construction during thr accounting year. fThe
study of the foremost construction methods is of primary importance in com-
piling these indices. The work connected with the establishment of proper
progressive norms is conducted on the branch level in the first stages of
national planning, inasmuch as shifts in the branch structure of the construc-
tion and installation work alter the norms for material expenditure. Fluc-
tuations in these norms are extremely sharp. The norm of expenditure of cement

tion of an electric power station s thres times greater than *the norms in the
censtruction of a lumber or paper mill and 4 third greater than that for a
machine-building enterprise. Tne lumber expenditure norm in the coal-mining
industry is twice as grvat as that cof the mechine-builliing industry. Such
fluctuations make it impossible to compute average norms for the economy as a
whole, or even for the ministries., 1In additisn, it is necessary to allow for
the veriations that exist in the type of construction and installation work

in various branches of constructiocn.

Finally, 1t must be kept in mind that average norms per million rubles
of comstruction and installation work have great shortcomings, inesmuch as
the volume of construction apd instailation work expressed in rubles does not
express the special features of different projects.

Generally, for purposes of economy, it is necessary to improve the norm-
setting of material and labor expenditures, replacing wherever possible cost
(ruble) calculstions of the work volume by quantitative indices.

The coordination of the capital work pian with the needs of corstruction
requires exacting planning ~f the construction industry. The national economic
plan establishes numerous indices for the development of the comstruction in-
dustry. With the development of the ecocnomy, the construction industry has
advanced to the status of an independent branch of the economy, with its own
specialization, its own capital. and personnel. One of the best indications
of the growth of the constructicn industry 1s the increase in the relative
importance of contracted comstruction

The work of this industry is gaugei by the volume of the construction
and installation work, while its prodaction i3 expressed in such natural enti-
ties as enterprises, railroads, residential houses, schocls, etc., that have
Bince been taken into operation.

In the national economic plan, the total volume of construction and in-
stallation work for each ministry is allocated according to constriuction orgun-
izations. The plan also mekes provisions for equipping the organizations
with machinery and operating capital and trained construction personnel. The
plans for increasing labor productivity and decreasing comstruction and in-
stallation costs are guided by the achievements of the foremost construction
orgenizations, construction brigades, and individual Stakhanovite workers.

4]
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The development of the construction industry is directed not only by the (
assignments in the state pl.n to conmstructien organizations, but also by the '
Plans for the development ¢f other branches of the economy which are auxiliary
to the construction industry, such as the development of the construction ma-
R terials industry, timber industry, rolled iron production, etc.

The co” trol over the execution of capital work plan has several peculiarities
which arise from the fact that capital construction takes Place in a long, con-
tinucus cycle of production. In the majority of industries, it is possible to
determine from current production just how plan fulfiliment ig Progressing. In
construction work, however, oving to the extremely long production cycle, it
is impractlcal to await the completion of construction in order to determine the
vork performance of the conttruction organization. As a result, a systematic
check on the progress of the work and a thorough on-the-spot analysis of the
stage of comstructicn is required. Average figures of the volume of investments,
while important in accounting, are very inadequate in appraisal of construction
progress. A dete' +d account of the situatien as it exists at the construction
site is necessary in order to eliminate the existing shortcomings in time.

The control over the execution of the capital work pPlan must be inclusive
of all indices, both quantitative and qualitative, such @s the volume and organi -
zation of work, allocaticn cf invéstmente among projects, completion of projects,
fulfillment of plans for lovering material expenditure norms, increasing labor
productivity, lowering comstruction costs, and insuring material and technical
supply, especially for projects already under construction.

The following long-term credit barks have been delegated a major role in
the control and verification of the execution of the capital work plan: Prom-
bank, Sel 'khozbank, Tergbenk, and Tsekombank. These banks exercise control over
construction expenditures ang are alforded the oprortunity to effect systematic
control directly at the construction site.

Table 1. Summary ef Typical Balance Sheet of |
Froductive Capacity of a Branch or Industry

Reference Data

Placed Existing
Exieting Into Produc-
Produc- Opera- Taken tive Coafficient
tive Ca- tion Out of Capacity Produc- Average of Utiliza-
pacity as  During Opera- at End tion Anrual tion o ga- . \
of 1 Jan  Year tion of Year Plan Capacity pacity (%) .
Current year 11 3 - 14 9 12 75
Year of plan
Under non- .
varying
coefficient
of utiliza-
tion of pro-
ductive ca-
pacity ik 6 - 20 12 16 75
-9 - :
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Placed Existing
BExisting Iato Produc-
Produc- Opera- Taken tive Coefficient
tive Ca- tion Out of Capacity Produc- Average of Utiliza-
pacity as During Opera- at End tion Annual tion of Ca-
_ ¢i 1l Jan  Year tion of Year Plan Capacity pacity (%)
&
a Under in-
% creased
3 coefti-
cieat of
| utiliza-
tion from
75 to 80% b 3 - 17 12 15 8o
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